SETTLEMENT AGREENMENT

This Settlement Agreement is entered into this 23rd day of December, 2002, by and
between Louisville Gas and Electric Company (“LG&E™); Kentucky Utilities Company (“KU”):;
© Commonwealth of Kentucky, ex.rel. AB. Chandler, III, Attomey General, by and through the

Utility and Rate Intervention Division (“AG”); Lexington-Fayette Urban County Government

(“LFUCG”); and the Kentucky Industrial Utility Custormers Inc. (“KIUC™) and the interests of its -

participating members as represented by and thxough the KIUC in the pr_oéeedings involving -

LG&E and KU that are thé subject of this Settlement Agreement.
WITNESSETH:
'WHEREAS, LG&E filed on March 1, 2002 with the Kentucky Public Service

' Commission (“Commission”) its Annual Earings Sharing Mechanism {("ESM™) Filing for 2001

in accordance with the Commission’s Order in Case No. 98-426 and the Commission has

established Case No. 2002-00071 to review LG&E’s ESM Filing for 2001;
WHEREAS. LG&E’s ESM calculations determined that its tate of return 6n common

equity was bélow the deadband for calendar year 2001 and began collecting from ratepayers

addit;lonal reveﬁue.s thioﬁgh a moﬁthiy ESM fa'ctof appiie-d td.biﬁs fof the pez_idd Bégi.tming Apnl ST

1, 2002 and ending March 31, 2003;

| WHFREAS, KUJ filed on March 1, 2002 with the quxmﬁssion its Annual Earnings

Sharing Mechanism Filing for 2001 in accordance with the Comumission’s Order in Case No. 98- '

474 and the Commission has estahlished Case No. 2002-00072 to review K{I's ESM Fﬁiﬂg for

2001;
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WHEREAS, KU’s ESM calculations determined that its rate of return on common equity
was within the deadband for calendar year 2001 and KU Wm;id not collect or return to ratepayezs

any revenues through its ESM factor

WIIEREAS the AG and the KIUC have been granted mterventzon by the Commissionin -

both of the forgoing procee_dmgs and LFUCG has been gl'anted intervention by the Commission
" in Case No. 200200072, |

WHEREAS on October 16, 2002, the Commission entered a Fmal Order m Case No.

- 2002-00071 determining that LG&E’S ESM calculatmns erroneously 1nciuded mauthorized

| adjusuﬁenfs' that reduced its refurn on conﬁnon equity below the deadband. The Commission

ordéred LG&E to refile its calendar year 2001 ESM cﬁléulaﬁons to reflect the exclusion of the
unanthorized adjustments within 10 .daysl of the date of the Final Order and to file ESM
calculations that would refund to its ratepayers thfough an ESM factor any amounts collected
since April 1, 2002;

WHEREAS on October 16, 2002, the Commussion entered a Final Order in Case No,

200200072 .determi_ning that X1T's ESM .caleulations erroneously included unauthorized

adjustments that reduced its return on common equity to within the deadband. The Corarission

ordered KU, within 10 days of the date of the Final Order, 1o refile its calendar yeai 2001 ESM.
calculations to reflect the exclusion of the unauthorized adjustments and to file ESM_calcn.ﬂations '

" that would distribute to its ratepayers aﬁy amounts that exceeded the deadbimd through an ESM

factor applied to the months r‘émaining between: the first billing cycle after thé date of the Final

| Order and the e'nﬂ of March 2003;
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WHEREAS, on November 4, 2002, KIUC filed a .petition for rehearing. of the

 Commission’s Final Orders in Case Nos, 2002-00071 and 2002-00072; |

WHEREAS, on Novefnber 6, 2002, LG&E and KU filed a joint petition for rehéaring of
the Comrmssxon s Final Orders ix Case Nos. 2002-00071 and 2{}02 00072;

| 'WHEREAS, on November 25, 2002, the Com.tmssmn zssued an Order granﬁng LG&E

~and KU’s joint penuon for rehearing and KIUC’s petition for reheanng;

WHEREAS, negotiations to settle the pending proceedings before the Commlssmn took

- place with representatives of the AG, KIUC and the Commission Staff on December 6 of 2002 at - -

the offices of the COmmlSSIOIl. Dunng the course of this conference and subsequent
consultations With-LFUCG, the ﬁarties reached an unanimous settlement of all issues in the
' forgoing procegdings; and

| WHEREAS, the sigﬁétories to this Settlement Agreement desire to settle all issues _
pending before the Comumission in Case Nos. 200200071 and 2002-00072,

NOW, THEREFORE, for and in consideration of the premiseé and-conditions set forth

.. herein, the parties hereby .agrnaas follows:. ..o o 1 e e o et a2
ARTICLE 1.0 _ Negotlated Settlement Amount
SECTION 1.1 The “Refund Period” shall be the ﬁve month penod

beginning November 1, 2002 .é.nd ending _March 31, 2003. |

| SECTION12  LG&E shall refund to its ratepayers a total alﬁount of

. $440,557 over the. Réflmd Péribd asa fau' and reasonable. corilpromise 10 all .issues contained in

Case No 2002-00071 before ﬂle Commission relating to the application of LG&E’s ESM. In -

accordance with the Commission’s Order dated October 16, 2002, LG&E has refunded certain



amounts for the month of November 2002 and is currently refunding certain amounts for the _ '
month of Deeeinber 2002 through the operation of the ESM taritl. ‘Lhese amounts refunded

during November and December 2002 shall be credited to and thereby reduce the amount that

LG&E is to refund to its ratepayers under this Settlement Agreernenr. The remaining amount -

 shall be refunded to LG&E ratepayers utilizing an ESM factor of 0.174 percent to be applied to

customer’s bills beginning with the first billing cycle in January 2003 through the end of March

.2003 and subject to a balancing adjustment in accordance with the ESM tariff. The calculation

of the $440,557 value and the ESM factor of -0.174 percent are shown on Exhibit One to this
Settlernent Agreement.

| SECTION 1.3 | KU shall credit to its ratepayers a total amount of
$1,023,407 during the Refund Period as a fair and reasonable compromise to all issues contained
Case No. 2002-000?2 before the Commission reiat.mg to the application of its ESM. In
accordance with the Commission’s Order dated October 16, 2002, KU has distributed certain

amounts through its ESM factor for the month of November 2002 and is currently distributizrg

.. pertain Hmmmﬁ- theongh. it§ ESM _factor. for. the. month of December 2002.  These amounts. .. ... s,

distributed during November and December of 2002 shall be credited to and thereby reduce the

amount that XU is to further d1str1bute to its ratepayers under this Settlement Agreement The

. remaining amount shall be dJstnbuted to KU ratepayers utilizing an ESM factor of -0.315

percent to be applied to customer’s bills beginning wi-th the ﬁrst bi]ling cycle in January 2003:
though the end of March 2003 and subject to a balancing adjustment in accordance with the ESM

tariff. The calculatlon of the $1, 023 407 value and the ESM factor of -0.315 percent are shown |

- on Exhibit Two to this Settlement Agreement.



SECTION 1.4 LG&E and KU shall not be required to pay inferest on any
revenué_s that have been identified for refund or distribution through the ESM in Case Nos. 2002-

00071 and 2002-00072 or by virtue of this Settlement Agreement.

- ARTICLE 2.0 ‘Accounting for the month of December, 2001
LG&E and KU shall uselztheir actual per books capitalization for the month of December

- 2001 and previously approved adjustmehts in the detennination of the thirteen-month average

capitalization for the period December 2001 through December 2002 in calculating their ESM

filings for 2002,
ARTICLE 3.0 - Approval of Settlement Agreement
SECTION 3.1 _ Request.for Approval by the Commission

Following the eﬁcecﬁtion of this Settlement Agreement, the signatories shall causé the
Settlement Agreement to be filed with ti:te Comﬁﬁssﬁon with a request to the Commission for
COﬁsideﬁtion and approval of this Settlement Agfeement as soon as reasonably possible.

_SECTION 32 Recommendation for Approval to the Commission

. .The signatories. to. this Settlement. Agreement shall act in geod faith and use their best

efforts to recommend to the Commissicn that this Settlement Agreement be accepted and
approved.

- SECTION33 . Approval of Settlement Agreement in its Entirety

If the Commission issues 2 ﬁnal ordér which accepts and épproves this Settlement |

ez - m st

Agmement in its entirety, then: (a) the SIgnatones hereby waive theu- rights under KRS 278. 400 .

to file an apphcahon for rehearmg and their rights under KRS 278410 to ﬁle & cornplamt in the

. Franklin Clrcmt Court regarding such order of the Commission; and (b) any and all claims or -
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demands, asserted or unasserted, directly arising out of or in connection with the proceedings
. referenced In this Settleh:lent Agreement shall be decrned contpromised al selled uoder iy
Settlement Agreement and released and discharged by this Seftlement Agreement.

- SECIION 3.4 No Approval of Settlement Agreement in its Entirety

If the Commission does not accept and approve this Seftlement Agreement in its entirety, -

* then: (a) this Settlement Agreement shall be voud and withdrawn by the parties hef_eto from

further consideration by the Corunission and none of the parties shall be bound by any of the
pfovisions herein; aﬁd (b} neither the terms of this Settlement Agréement nor any matters raised
o dﬁring the séﬁlemeﬁt negotiatiéns shall be binding on any of the signatories to this Settlement
Agreement or be construed against any of the signatories.
SECTION 3.5 Status Quo
Shoﬁld the Settlement Agreement be voided or vacated for any reason after any
implementation of the terms .of the Settlement Agreement has been made, then tﬁe parties shall
be returned to the status quo _exiéting at the time immediately prior to the execution of this
: ag;‘eem_én_’r, . Do |
ARTICLE 40 Additional Provisions
SECTION 4.1
"ﬂu’s Séttlement Agreemént shéll in no way be deemed o _di{rest the Commission of
jurisdiction under Chapter 278 of the Kenfucky' Revised S'tat_ﬁtes. )
SECTION 42 -
.This. Settigment Agreement shall inure .tlo the Beneﬁt of énd Be binding uPdil the parties

hereto, their beirs, successors and assigns.
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SECTION 4.3

"I'his Settlement Agreement constitutes the complete agreement and understanding among
" the parties hereto, and any and all oral statements, representations or agreements made prior
~ hereto or contained coﬁtemporaneausiy herewith shall be null and void and shall be deemed to

- have been merged into this Settlement Ag;’éement.

SECTION 44

For the éurpc-se of this Settlement Agreement only, the rafe adjustxﬁents are¢ based upon
the independent analysis of the parties to reflect a just and reascnable resolution .of the issues
herein and are the productl of comprozﬁise and _ﬁegotiation. Notwithstanding anyﬂ:ung contained
in the Settlement Agreement, the parties recognjie and agree that tﬁe effects, if any, of any future
gvents upon the cost -of service of LG&E or KU are unknown, and this Settlement Agreement
shall be i.mpleménted as written. Neither the Settlement Agreemenf nor any of the terms shall be
admissible in any court or commission except insofar as such court or commission is addressing

litigation arising out of the implementation of the settlement rates and adjustments set forth

‘herein or the approval of this Settlement Agreement, This Settlement Agreement shall not have.

any precendential value in this or any other jurisdiction.
SECTION 4.5
Making this agreement shall not be deemed in any respest fo constitute an admission by

any party hereto that any computation, formula, allegation, aSseftion or contention made by any

. other party in these proceedings is true or valid.



SECTION 4.6
The 51gnatones hereto warrant that they have informed, advised, and consulted with the
respective parties- hereto in regard to the contents a.nd signjﬁcance of this agreement and based !
upon the Iforegoing are authoi'i:zed t0 execute this Semement Agreement on behalf of the partiés
- hereto. |
SECTION 4.7
' l'I“m's Agreement .is subj.ee'lt to the acceptance of and eppzoval .by the Public Sereiee _ |
Commission. |
SECTION 4.8
This Settlement Agreement is a product of all the p&rﬁes and no prowsmn of this -
= Settlement Agreement -shall be strictly construed in favor of or agamst any party.
IN WITNESS WHEREOF, the parties hereto have hereunto aﬂixed their signatures.

Louisville Gas and Electric Company
and Kentucky Utilities Company

2 (’L .E T .

endrick R. nggs Counsel



12/23/2082 11333 5075738315 i' .. ATTORNEY GENERAL
. _ _ _ . PAGE  83/83

Commonwealth of Kentucky, ex. 1el. A.B. Chandler, 111,
Attorpey General, by and through the Utlity and Rate
Tatervention Division ' ' :

By _— — -
Elizabeth E. Biackford,
Assistant Attomey Gencralﬁ :



Kentucky Industrial Utility Customeré, inc. :

Wﬁc‘ﬁi—

 Michael L. Kurtz, Counsel
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PURSUANT TO SETTLEMENT bt (-

Cose. NO. 2oer-080711 ‘S“H(_tmw"" A-’V«L.A-Luuuz-
LOUISVILLE GAS AND ELECTRIC COMPANY

S,
Page 1 of 2
Determination of Balancing Adjustment and Earnings Sharing Mechanism Factor
Prior Adjustment Year - April 2001 through March 2002
Current Adjustment Year - April 2002 through March 2003
1 Revenue Adjustment Authorized for Prior Adjustment Year ($617,609) (a)
2 Balancing Adjustment Authorized for Prior Adjustment Year : $0 (b)
3 Total Adjustment to Revenues Authorized.for Prior Adjustment Year . ($617,609) (c)
4 Actual Eamings Sharing Mechanism Revenues .
for Prior Adjustment Year : ($563,742)
§  Balancing Adjustment for Current Adjustlﬁlmt Year : - ($53.867) (d)
6  Actual Balancing Adjustment Revenues for Current Adjustment Year ($44,853) .
7  Remaining Balancing Adjustment Revenuas for Current Adjustment Year ($9,014) (e)
8 Actual Eamings Sharing Mechanism Revenues to be Refunded for Current Adjustment Year ($440,557)
(Actuat ESM Collsctions April 2002 through October 2002 of $587,408.71 times 75 percent)
9 ° Actual Earnings Sharing Mechanism Revenues Refunded ) .
for Current Adjustment Year (Actual November 2002 and Estimated December 2002) L ($216,293)
10 . Total Revenue Adjustment Plus Balancing Adj t for Last Three Months of Current Adjustment Year ($233,276) (fy
11  Actual Electric Revenues for the Current F.eporting Period - Calendar Year 2001 - $535,335,560
12 Bleciric Revenues fur Last Three Months of Current Adjustment Vear (3/12 of Line 11) $133,833,000
13 Earnings Sharing Mechanism Factor for Last Three Months of Current Aiijustinent Year -0.174% ®
(Effective January 2003 through March 2€03) i :

Notes: . (a) ~ From Form ! filing for Prior Reporting Period
{b) - From Form 1a filing for Prior Reporting Period
(c) - Line 1 plus Line 2
(d) - Line 3 minus Line 4
(¢) » Line 5 minus Line 6 ..
(f) - Line 7 plus Line § minus Line §
(g) - Line 10 divided by Line 12



PURSUANT TO SETTLEMENT
Cost INO. Lo6p2-00724

KENTUCKY UTILITIES COMPANY

Determination ¢f Balancing Adjustment and Earnings Sharing Mechanism Factor
Prior Adjustment Year - April 2001 through March 2002
Currant Adfustment Year - Aprit 2002 thiough Mucl 2003

Eorhil it 2
-

Sedd it Aﬁf&tm‘u"‘—_

11

Revenue Adjustment Authorized for Prior Adjustment Year
Balancing Adjustment Authorized for Prior Adjustment Year

Total Adjustment to Revenues Authorized fur Privr Adjusturent Year

Actual Earnings Sharing Mechanism Reveniues
for Prior Adjustment Year - April 2001 through December 2007

Balancing Adjustment for Current Adjugtmznt Year

Revenue Adjustment for Current Reporting Period
(Calculated Revenue Adjustment of ($1,364,543) times 75 percent)

Actual Eamings Sharing Mechanism Revenues
for Current Adjustment Year (Actual November 2002 and Estimated December 2002)

‘Total Revenue Adjustment Plus Balancing fAdjustment for Last Three Months of Current Adjﬁstment Year

Actual Jurisdictional Revenue for the Current Reporting Period - Calendar Year 2001
Jurisdictional Revenue for Last Three Monshs of Current Adjustrnent Year (3/12 of Line 9)

Earnings Sharing Mechanism Factor for La,t Three Months ot Current Adjustment Y ear
(Effective Januery 2003 through March 20¢:3}

$0 (a)
$0 ()

$0 ()
%0
$0 (@)
(51,023,407} ()
(8550,672)
($472,736) ()

$600,282,247 (g)
$150,070,562

-0.315% 0y

Notes:

(a) - From Form 1 filing for Prior Repom'né Period

(b) - From Form 1a filing for Prior Reporting Period

(¢) - Line 1 plus Line 2

(d) - Line 3 minus Line 4

(e) - From Form 1 filing for Current Reportmg Period times 75 percent
(P - Linic plus Linc 6 minus Line 7 i

(g) - From Form 1 filing for Current Reporting Period

¢(h) - Liné 8 divided by L?ne 10
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Eamings Sharing Machanisr 2002

Reskdential

Small Commercial
Large Cemmerclal
Large industdat

Street Lights

Public Authorllles

PURSUANT TQ SETTLEMENT

LOUISVILLE GAS AND ELECTRIC COMPANY

April
-0.06191

25,695,589
-10,932.75
-14,100.2¢
-16,254,74

May June July
0.0018 .0018 0.0018
[ 42,164.69 57,026.81
AR 14,283.30 16,713.67
fid 17.995:20 19,426.66
Liagaaad 19.494,38 17,904.19

894.09 899.84 900.18
7.045.54 9,014.84 9,732.32
RHRNEE R R

{lo breakout the $53,867.89 balanclng adjustment from Year 2000 regort perod)

RESTATEMENT
Apr2002
Actual Jurls. Revenuss
Balancing Adjustmant (mooj
E3M Factar (2001)
May-2002

Actual Jurls. Revantres

Ralanclng Adjustrmant {2000}
ESM Factor (2001)

Jun-2002
Actual Jurts, Revenies

Balancing Adjstment (2000)
ESM Factor (2001)

Juk2002
Actusl Jurls. Revenuas

Bstancing Adjustment (2000)
ESM Faclor (2001)

Aug-2002
Asiuat Judg, Ravenuse

Batancing Adjustment (2000)
ESM Factor (2001)

Se0-2002
Actual Jurls, Revantas

Balancing Adjusiment (2000)
ESM Factor (2001)

. Qet-2002
Actusl Jurls. Revenues

Balancng Adjustment (2000)
ESM Factor (2001)

Nov-2002
Aclual Juris, Ravenues

Balancing Adjustment (2000)
€SM Factor (2001)

Estimated Dec-2002
Actust Juris, Revanues

8afancing Adjustmant (2000)
ESM Factor (2001) -

38282324.61
0
0.00101

39665716.67.
-0.00011
0.00194
§7701250
-0.00011
0.00191
67612861.11
-0:00011
6.00191
60942211.41
-0.00011
0.00191
67020144.44
-0.00011
0.00191
43884166.87
+0.00011
0.00191
3880278718
-0.00008
-0.00284
46252755.91

+0.00008
-0.00254

0.0¢
-73110.2¢

4363.23
75781.52

-G347.14
110209.39

~7437.39
129140.18
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August
240018

56,172.67
16,914.62
19,833.38
19,892.97

907.74
10,174.60
HHHHHHHE

~7693.64

133589.82

Saptember
0.00%8

53,695,768
16,508.61
19,342.24
19,831.72
814.02
10,343.91
120,636.26

7372.22

*128008.48

Octobar
o,0018

26.074.78
11,480.31
14,862,368
17,604.93
-195.60
7,744.72
78,93%.50

-4827.26
83018.76

Novamber
-0.00262

-34,776.02
~14,724.06
+19,229.14
+22,316.30
32207

-3112.22
-08813.03

Estimaled
Decamber
~0.00262

-121,182.22

-3700.22
-147402.00

Form la
Page 2 of 2

Cummulative
Totat

326,260.36

0.00
«73119.24

-4363.23
2042.28

-10710.37
112851.67

-18147.76
241991.85

+25841.40
375381.47

-33213.62
503589.95

-38040.88
da7408.71

-41183.10
488595.68

-44853,32
371443.08





